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The Natlonal Associatlon' College and Unlverslty

’\h siness 0 flcers has taken major strides toward meeting the

responslhlllty for establishing ‘accounting and public reporting
sténdards whthln the field of higher.-education.: The need for

v,1mprovement*1n the reportlng procedures has been generally agreed on.
© It is, 1mper§t1ve that revision. of the manual for. financial reports

nd ‘an audlﬁ gulde seek common ground,.and to this end the author has

- suggested . some significant areas of controversy for discussion.’ The

first area deals with the nonprofit nature of. educational -
instltutloné- they cannot be viewed in terms of profit and loss,
since they are primarily in the b siness of - -spending money as vlsely
and product;bely as possible. Secondly, colleges and yniversities
generally apbroach financial management as an .integra®ed functlon, -

dealing with' the resources and needs.of the tptal institution over a

period of tlmé. A third controversial topic deals vith the setting :

' aside of: funds to ‘meet ant1c1pated needs and ‘the alternatlve methods
of dlSGl sIng these restrlcted and unrestrlcted funds. The. prlme "‘1
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" Serious work is agzim -under Wag/lo révise Qollege ’and Umv 'rszty Busmess Admmzstra-

~ ¢ion (American Council on Edacation:- é(flsed Edluon 1968), a volume rccogmzed .as

. . dominantly authoritative in itg field. Negdéd o guxde rgvigion of the accounung poru
. ¢ of this manual is the-assurange of broa 'l'}('based agreenierft on certain issues. This pager,
S e i expressing an individual vi pq‘fm, ls .hlel’}dtd ldsum ,’Lue discussion of severgl fynda-
e mental aspects of [mancx dls'.losur an slalcmt:nt resenlali,on‘..} A
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Early indicafions are that the éommittee is approaching its task‘with vigor and imagina- .. ..
St A . li6n. Representatives of. the accounting profession contributed to’the work of the 1968. .. ...
S , . and earlier revisions of CUBA, and because the affort of the hew AICPA comrnittee assures - :
. “ an‘active dialogue, the work of révision of CUBA certainly will be strengthened and en-
N riched. Should important differences arise, as_now séems likely, a wide and thorofegh = . -~
AN ‘ . airing of the issues and the contrasting rationales bécomes’ esp.e,cially-imporlafu,\E vt ’

L N . : .. . ] . A P %
e e - It is imperative that revision of the manual-and the development’of an audit guitle Seek . .
N P common ground. Both must recognize that financial statements are the reporty of man-
The Need to Seek S . A ; . ; LT
" Comy - ) agement to its constituentsrand the public, and -that, consequently, mahagement beats .
_ mﬁ{on(}round . . Yo i . . N
N the primary responsibility for improving reporting standards in published finaricial
reports. ' » . : - .

The National- Association of Cb,lle_g'e and Univers"ily"Buéin'ess Officers‘ha§ taken- major
strides in the past—and with considerable success—toward meeting the responsibility. for .
\  establishing accounting and public reporting standards within the field of higher edu--

A\ cation. This must continue. - . - ) o , / v
. AR o | - .‘_-, . . - / ‘-A o)
\ --PROGRESS TO DATE , , PR
- , » Py ' . /
\ In 1922 and 1931 little books' of sample financial statements for colleges and universi- ~

: - ~ ties: gre published to bring some degree of order out of confusion. Small colleges-were
4 accounting\ind reporting on their financial affairs in a wide variety of ways. Some state;
v .-  ments soymi¥ed current operations with endowment and pldnt transactions that it was.
. _ impossible-foMidentify nonexpendable funds, let alone their retention, or, determine the
. — extent toyKich\poneducational activities were bting supported.by educational income,
TN, . . - whether/by tateny or accident. The system of fund groups the littlebaoks illustrated
: . - osall is/’(ée foundatign for today's College and University'Business Administration and js .

.

!

a . 4 .’

uniyérsally accepted ,
Thev% e, in the yearyimmediately following, a series of monographs on various topics. o
of ime_rzslt‘%tall{gbe dmnistrators. Then the 1955 and 1968 editions of CUBA broughta
_surprising degree of.unifogmity. to financial statements across the couritry, especially ta \
~~the reports of small collegey. One may cpmplaip(tk} t’the data from one college arg not

\ .comparable to data frogranother because the organ.‘z}ﬁ‘onal strugtures, budget categories, <+ .,
..~ and operating procedures are\se varied thai expé¢riditure: clagsifications have different
meanings at different institutiogs. However, balancg sheéts and their contents seem (o
ifly high degree of comparability. Overali, it can be said that standards and " .
R ~  ggid€lines—universally followed ar nol-—-ldo exist for accounting and repotting amorlg .

! * . :

- institutions of higher education. .\ .,

»

2 .. " Evén though some of our leading instjtutijons fail to adopt all of them intact, standards ).
" nevénheless are recognized. When an oyitside auditor completes hjis annual examination S
and prépares the opinion leiter, he présently feels obliged to irclude exceptions if the
, institution varies from the standgrds se( out in CUBA, and the government, représerited -
- by the EJ.S. Offjce of Education, certainly accepts these standayds for its'questionnaires., . C s
- However, co_r:{fepls which were.acceptable lso'l'he majority of {nstigutions represented on '
N " " the 1968 Revision Committee will be/subject to evolution bécause the factors of change
. , " and obsolescence are indeed present/ This evolution now receibag added impetus from

public. accountants. . N o "

/ . - The National Association recognized the constant pressure for change when, promptly
o +after publication in 1968, a commitiee was appointed to revise CUBA. 'fhls committee.-is
. proceeding toward publication df a series of loosc-leaf bulletins tp revise chapters im the ,
“existing book, hoping in.thjsway to correct the most vulnerable \portions first. Various
professional groups affilidted with NACUBO are working on the chapters describing
o . . \ . . ‘I\%) N .
i \ : A .
- 1Amers, Trevor: College and University: Finance, New York: General Education Blourd, 1922; Report of !
i . the 1\/[nlimml Commiltee on Standard Reports [or I!l\'lllllllillll.\'()f Ihglu_‘r Fducation. "}:l(ﬂ Morey,-Chair-
ki o ) . man; Champaign. THinois; Flanigan-Pearson Cdmpany. 1831, ’ . .
/ - . . . ]
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Rob('rl'B Gilmore, Caltech’s Vice President for Business and Finance
_ since 1962, is a ngtive of Yowe, a graduate of U.C.L.A., a CPA in fowa
“and California, and a p¥ofessional whose career has enromfmv,s(’d an
exceptionally witle tange of actiyities and services. After early éxperis
“ encesas a Haskins & Sells staff accountant, Mr. Gilmore went to Caltech
-in 1948 as Manager of AccorntingPffices, then served as Assistant
Compiroller, 1952-1958, and ('omplroll('r,. 1958-1962, before. being
_named 1o -his présent position. He is, a méntber of ¢ 1(‘1’/’! and of the:
(‘all[ornm Society of CPA’s. He zsa[ormr’r Presiden{ of WACUBO and .
.a former member of NACUBO’s Commiltee on Goverzmwnlal Rela-
myzv Heawas a member of the Editorial ‘?}ybﬁonlmlltw for the 1968 re-
vision of (‘ollcgc and University, Bu\smcss%Admlmsimuon experience
‘which allmn‘ably equips him for the respormlezlm he now carries in
relatjon lo retrision o] CUBA (md aduvisory «vmrmlzom wztlz AI(PA

;

' - / ; . T

SO s A B

lhcxr,rgspecuvc activities, On the-more controversial accounting pnncxplcs and practices
porucms papers are being written to $timulate wider discussion of- the 1ssucs involved. . -
The reviston committee has recommended that anyone with crmcxsms or suggestions
write aletter to the NACUBO office, addressed to > Mr, D. _F:Finn, Executive Vice Presi-
dene. 1f.a paper for publication is aﬁ)propnate the national office is prepared to offer

. assistance, mcludlng nanonal’dlsmbuuon o lhosc interested, and 1 serve as .clcanng

house f6r feedback. o

"At this point we should estabhsh a lramc of relerencc for the rccommcndauons lhat
follow by discussion of (1) concepts related to nonprolll ob]ccllves, 2) the 1ntegratcd
.approach used in planning and llnhncmg future activities, and (3) the ongoing [inan-

~ cial implications of the activities of institutions of ligher education. These iaclors sho,uld.

all be reflected by lmancml reportipg. ‘ &

¢
T omee . -

¥ s . ", .
'm{s*’? THF. NONPROFIT NATURE OF EDUCKTIONAL INSTITUTIONS.

A fair mc(lsur(‘ of “net carnmgip r share” is the end-product oLlndustrml accounting
principles and most public actounting practice. Accountants have been educated for |
industrial or commercial enterprise, and if fund uccounung for nonprofit institutions

- was'studied at all, it was looked t pon as an interesting variation. As a result, account-

ants, the author included, have a pias, c¢ven a compulsion, to ‘determine “the univérsity,
~profit or loss cach year. Is the cor cept of. nct gain or loss really applicable, to a college.
or university? 7', .

, . . e A . .
In inclmumlu((oumii\q one begins with the main function of the firm, sales of the prod-
~uct of the entity, and determines tlje costs which logically can ‘be related to the particular
sales during the year under consifleration. The difference js profivor loss. In contrast,
cdlieges and uniyersities aré primfrily.in the business of spcndmg money.as wnscly and
pm(luc tively as [)()bhll)l(‘ “They arelnonprofit entities, striving to give the most in instruc-
tion and lpscarch for each dollar ’avallablc Revenues must be related to the partieular
ploduct (lurlng the year, Howcvdr, when their actjvities are reported in the traditional
statement of current funds revenugs and: expenduurcs the bottom figure cannot help but
be inte prctcd ay the year’s profit or loss—profits evidencing wealth and losses indicating
hvmf,/ reyond ane's means. The statement format invites a snap conclusion—an instant,’
sim l,lsuc;udgmenl In many cases the snap conclusion is valid; in other cases the re'uler
of the statemient draws an erroneous conclusion. This problem is pursued clsewhere in
ll}Js paper.” S .

”lh(r(- is evidence ol favor among’some |)u~|)l|c accountants for an all<imclusive statement
/of current funds retenues, vxp('ndltmcs, transfers, allocations and balances, ‘This state-

Caoment would include as current re venues hll unrestricted r(-cclpls for lhc year, rcg.lr(llvss
: |

.
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_ - ) (my wqunremcnl or mwnuon “that they bc spcnu Transtérs of current funds to olher
P - *fund’ groups would appear beiow the augmented “net income” fiwure. The so- -called
A %lll(‘ﬁm ¢ method (discussed furlhcr below) by whlch unrestricted gjfts may be carried
orward ifinot nsed, rather than considered revende of the current year, would be aliolish-
. ‘ . ed. The nietive '1pp'1rcndy is the design of a.fool- proof‘mclhod by which td determine the -
) ¢ ('anl to which an institution is currently expen %ng all unrestricted cash inflow. ‘Such
. a'statement nolngg cBirrent funds_ changes from changes in other funds and prccludc a
' . CeT consolldmcd funds ‘statement. This. concept results from, a prcoccupau.on with-,"net
L carnings” in the commercial ,accounting sense.<Fhere are ways o lmprovc dlsclqsu.rc .
vllhmu !mgmcnung the smlemym of clmnges in fund balances. ¢
S ~ - . ' -
. _ : . .
D - SE} OND THE INT EGRA I‘LD APPROACH g

s

.

., s _ Universitiés, in spite of lhur dlvcrsuy and lnlcrnnl dcccmrallzauon. in most cascs ap- ..
P ~ proach [inancial manngcmcnl as #n integrated function, dealing with the resources ‘and '
Major Tashs Demand needs of the total institution. ‘The. planning for the long term and. for” the next year's

Iule‘\ncrmlt'(l Mlayning, budget considers” bifilding vxpansmn and rchabilitation; student support, and endow-,

Ce e . ment strategy to provndc ongoing support for faculty tenure obligations, .not jusl “the

- ahnual. cash flow in and outdor strictly operating’ purpascs.

v

The high prlorlly ob;ccuvcs. baged on academic goals, can only ‘be lmplcmcnud m an

. b
© s E : mwgr\ud. msuuttlon -wide program. ,I'he total ¢xpected inflow of funds for the next
, = “several years is estitnated and consl(lcred together with usable funds on~hand. Iogelhcr
. W * these form the basis for establishing an infegrated plan for the outlay of certain funds,
e ~ »

- .some existing and some anticipated, somge unrestristed, but the major pomon limited-in .
“some degiee for endowment, plant,. or loan fund use. Current funds revenues and expen-
* digures, while important, arc only part of the year's financial gperations. Our financial
rcporlmrof resources and their management should be on the basis of the ukrholo institus -,
. tion, too. Afzain, total cmplmsn upon “net opcmun{. results” can dcfcdl an adequate
- A o (llS(lOSUf ‘

-

. ‘ . .

e . y v . .
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THIRD, SETTING FUSDS ASIDE TO MEET ANTICIPATED, NEEDS ' -t :

) Another tapic on which we Tind controversy and questions with xespect to reportinig is
- the matigr of thegccounting treaiment of gift Tunds under internal decision defining lhc
use more n.lr.rmay than the terms of the gift. When consndbrmg the problems of gift re-
~ porung one amust be uwal’ctlhm the dividing line betwéen unrestricted and restricted  * -
gifts is hazy, ‘especially as to extraordinary foundatioh grants or lyequests which by im- -
plic atiort are dgstined for capital use ratfier than support of currént.operations. The fo-
called gélernate method,” dlscussc(l below, oflers dtsclosurc rhuch preferable to defining
exlr.mr(lmnry broad grants as “'restricted.” * . . .
. Jnsl asin ln(lusuy accountants assume the business is a gomg Conccm in higher educa- -
tion“the fixed commmitmenis into the futiire for tehured faculty and ongomg programs are
recognized and funds are-husbanded for gradual use on the future yéars’ expenditures. To
mandate, for al] ipstinnions under all ¢igcumstances, that the full amounts of broad,
» major grants immediately be drawn down to zero as oplbrating revenues, ruiswbuntet w
. ' sound management and to fair stewardship reporting. Financial reporting tan be more
in tne with the going concern and the prospe(l of a'lon(, and producuvc life.

- ‘T'he donor of an unrestricted gift, m&glvmg the trustees complete discretion as to use,
no doubt recognized that a capital-type use was passible, even likely if the gift was a’
bequest or a memorial contribution. * To assume that*all unrestricted gilts are, per, <
se. for current purposes is unrealistic. Further, the funds set aside for futpre, specific .
, use are not necessarily unrestricted gifts and ‘bequests; they may have bcr,nr rcslrlcu,d
\ + by the donor within a broad field. ) (R, -

a

' h Trustees'

Responsibilities
" Go Beyond
Current Year

And*Its Operations

o

.

. v This internal designation proccdure is sound.financially, | aﬁd is tomplclclY‘swjthi'n
. the powers of the trustees, but the results need disclosure, O,nly in the 1968 revision
LI ya of CUBA was disclosure first discussed, cvcn though ,' dcslg‘nnlcd funds" have bcc

>
9

ERIC o . o . '
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ith us through lhe years, well mmglcd wuh resmclcd funds. When a subslanllal
bé 1uesl became the good fortune of an.institution; it very likely ‘appeared as an addi-
lapt or endowment funds. “Trans(ﬂrs also occurred. While institutions
ly were. reporting all unrestricted revenues-in the year of receipt, the- ‘large
~_gifts wet\bypassing the operfiting statement and defied detection on any report.” Any
. \ v restricted bequest. | hLavc the impression that the public accounting pro[essnon was
lookmg‘ the other way, just as were college accountants.

y S "The 1968 revision undertakes to regularize reporting of unrestric d. gifts-by mand'llm“g

Results of Designation cither the standard method or the alternate methad. If the institution® elects not to show
Must Be Diselosed - 8l unrestricted gifts on the Operating Statement (standard method), it can clect the
. e - ajternate method and disclose the total of such gifts on the Funds Statement, then show
C . - transfers from: Cui rent Funds Unrestricted to other fund groups, and te current reve-
" nues as gifts apphed Note: The remaining funds are, still in evidence as unspcm .
balances — nothing is hidden! : : -

N . . *Tlie indications referred to carlier, that some puhiic accountants wish to abolish the al-
o teinative method of reporting unrestricted gifts, have profound implications. Institutions
v .. would be requifed o report as income in the year received all unrestricted funds which
- : lhc governing board decides to allocate o quasi-endowment, plant, loan funds, or for
. . Specifi¢ expenditure at a later date. Furthermore, there are indications that any subse-
. : ' : quent realized gain and investment income carned thercon after allocation would be re-
_ . qmrcd to be reporied as unrestricted revenue in the year earned. The practical implica-
- ' o® “tons alone are staggering. Tr'ldluondlly, tliese funds which were designated for a specific
. purposc have bieen accounted for in the same manner as simifar restricted funds which

were established by outside donors, and usually with g'uns and income carned on invested

. balances added to those fund balances. A brief examination of therature ofd“fund m.ly

) ' A : explain the concept from which this pr'lcucc follows.

A university has no owners; instead, the basic univefinterest which incurs liabilitics,

: : manages asscts, and carries on operations, is the?'fund.””  As defined by the National

. o Commiuee on Governmental Accounting, a nd is a\'"'sum of moncy or other resources

' .. " segregated fpr the purposes of carrying-on -specific activities or ‘obtaining cetlain
. . objectives m accordance with spc%\rt_gulauous. testrictions, . and  limitations.”

Each fund is accounted for separatelfyusing double entry bookkeéepirig, and is capable
of having drawn off for it an operatingstatement, fund statement; and balance sheet
for cach fiscal period — ¢ven lh& h this is seldom done. The university records also*
pcrmu the cumulation of totals of the various categories of like assets, llahlllucs.
v ’ - income and expense for each fund group and for the consolidated funds of the univer-
: suy as a whole. However, the fund in all its various components — income, capital |
» - gains, and principal — stays a' cohesive. entity directed toward specific goals. As the
. gouls are auained, th funds are reported as applied. Olherwxsc. how is pcrformancc
: of the specific function to be assured?. . 3

It must be remembered that an internal ‘dcsignalcd fund is capable at any time of
: : being diverted by the trustees to somegother purpose, making the pancipal different
in that respect from the truly restricted fond, and this potential must be disclosed. In .
‘ . bringing w0 llghl the existence of designated funds, the 1968 revision of CU/BA rec-
ognized that designdlion does take place and must.be disclosed, but left unsaid the
basic premisc thal subsequent accounting and financial treatment would rémain
~ similar to that of restricted funds. « Understanding and practice of this premlsc are
o essential to their proper function.
v . ‘

¢ N .

THE FUNDS STATEMENT — ERIM[‘ VEHICLE I'OR DISCLOSURE

.

/ ¢ . ‘To assure better disclosure of financial- managemcnl lhe obvious recommendation is
‘ acceptance of the funds statement and the balance sheet as the two primary financial
sulcmenls. In the 1968 rcvmon. lhc funds statement was elevalcd to the smtus of a
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public accoumtarit might have foungi a basis for challenging-such treatment-of-an-un—-
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[uture, it appcars that. .disclosure o[ the. hnancxasl posuion and Qf the flnancml changt.s- AC
, of an institution will become clearcr with two primary statements, rather than thrée. = .
o * The funds statements would reflect wtal current’ expcndllurcs and total additions’ to .
r current funds jn some .dewil, e.g.;” wition received, unresmclcd gilts, cndowmcnt

.. income carned, and other unrestrictéd support-formerly considered “revenue” as distinct .

: R from “funds.” Malnlalnlng that distinction hardly seems essential ~This-expansiom——- -7~
Eunds Statemen would cause the operating statemiént to becomg a mnndalory but subsidiary statement, .. 2
~ In Primaty Status - . o the funds statement,. giving 3 maore detailed_breakdown of, the total expenditure, ‘
- ~ figurcand a Jpore dclallcd showmg of which funds;were appllcd o cover cxpcndllures 5

SN D : A sub51d|ary operatmg statement conce Imng on expcndlturcs is consistent with '
DR ' - the concept* that expenditures ar¢ the bas b]ecuve for these nariprofit institutions,
¢ . - * " and that the matching or application of “income” follows.. The matching direction
v oo \ is-the reverse of industrial dccounting. $trong medicine such as this is nccessary and g
R desirable in order to dc-cmphaslzc the syndrome described previously — ¢he preoccti- |
. - pation with net carnings or, call it if you will, the net results from epcrauons An
S o7 analysis of the.net inereases of funds uz each Tund group and in toud*or the institu-
i tion will be more meaningful. “This is the overall view of the institution which trustees’
' and the general public shauld be encouraged to take. - : .

'. A « " Further, in considering the primary slalemcnts the co]umnar lolalcd balance shecl '
and funds—statem®mt should be ‘ericouraged. These statements, with’a column for =
- cach fund group or major subgroup and a total column, offer an effective means of \ .
. - presenting a [air and undcrslandalfc picture of the resources of the university and -
. the changes during the year. This brmgmg together in one statement of data for all. -
< _fund groups reflects ‘the integrated fmnncxal manage t for the institution as a -
‘ wholc . -~ .

- -
. )

This is not the place to deal spccnhcally with’design gf a subsidiary operating statement

.- as it relates o the fands statement. However, it Must be, determined whether a zero
. balance is mandatary or option; 1, and under wh'u conditions. If o@nal, some re-

ld bg needed: - .

. Another general ared of controversy and- concern 4s the mauer of interfund #nd intra-
fund transfers, allocations and the like. The 1968 revision undertook ¢ et forth .
guidelines and some limitations on the presentation of various types of transfers in Lo
the statements. Those provisions in,the 1968 CUBA need careful study, taking into SO
<L, account the problems. which are now becoming visible such as expenditure of capital C :
gains on invested funds’and use of stabilization reserves_for averaging endowmcnl in- N
< comes over several ytars. Unqucsuonably further changes will}be needed in this arca. ‘ﬂ’
There is a strong inter-relationship between guidelines Afor tr nsftc/cs and allocations .
on the one hand, and the concept for the operatfng and funds stagtéments. It may be 3
s . . expected that if the-funds statement becomes dominant a here-r ommenaed, all rans- "
fers wil{ be reported on it, whtre both’sides of the transaction 4re v151hlc and'the cffect
“on-each fund group can be determined.

qun:bmcnls as 1o unlformuy of treatment from year to “year also w

. LI o
- - .. ,.~ In.he design and preparation of the statement of changg$ in fund balance } we must'
: find ways to discourage and avoid the netting or ofisct Z 7 of transfers between funds.
The statement of changcv‘mafund_haumgciwhlch g:o/scs the wransfery between funds ‘
) . may be less streamlined, but it will .be responsive to proper standa‘rds of adefjuate dis- ' g
. . closure 6 the pubfic. o ; .‘

.

3 In coficlusion, the choicé then as to direction for: beucr financial dlsclosure by collcges
_“—"ﬁﬁ‘(rumvcrsmcs is between expansion of the (;urrent funds.statement of revenues' and
\ , expenditures and a more complete funds statement. It is the writer’s belief th}al the:
* funds statement is the better vehicle.” It offérs lhc*pomnugl [or beuer reflection’of the . .
financial management as it actually took place, for better understanding of ifi¢ educa- |
. tional operation on the part of trustees and the g(.ncral public, and for complclc f[inan-
! « cial disclosure — the wh le institution and all its resources: . .

o . - -
Let us also-take a broader view of financial management for higher education as we
proceed to revise College and Universily Business Administration. Let us remind

1 ' '

[AFuiTox provided by ERIC . . . . L. . -
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_‘but_that is the prerogative df each. The recommendations to cncogragc reporting .

Gilmore / Accounting | , . . - s

i

B A - . r

» . . : e

oursclves that, ag hecomes an-impertant institution- of American society, pniversities
are ongoing and fsrogressing. There is every intention on the part of governjgg boards -
and staff ‘to fullill responsibilities and commitments for instruction, redearch and
public service for years to come. It is essential that financial management for higher
education, on an annual basis consider and wetfh fuwure needs alqpgside those of the
day. Notall institﬁti;r;'s will manage in Mie same rhanner nor with the same ¢mphasis;

-

» according to published standards must allow sufficient flexibility to-a

commodate di-
vetsity, and be free of bias or pressure toward emphasis on either today or tomorrow.
At the sarne time they must insure that financial management and resources are fully -

* disclosed. Let us face up to the conflicting pressur¢s from our educatipna) constituents
on all sides, re-examine our accounting c ncepts - of theory, principles, and standards, .

. and deliberately seek new insights and ways to operate:
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. oped to stimulate professional communication, in which are pre-
sented articles believed to be of interest and value to collegeand
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lication after carcful review by NACUBO representatives who are,  —— 1
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